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siderations may, too, explain the predominance of
a manufacturing country, when once attained, since
its productive power is steadily increasing, and thus
extending the field of international exchange to the
dismay of the native producers of manufactures in
other countries : but whatever be the limits of their
operation, it is demonstrable that the operation of the '
law of diminishing return tends to limit the area of
international exchange, while that of the law of
increasing return is calculated to extend it.

Another of our assumptions has been that there
is perfectly free competition, which implies complete
mobility of labour and capital within each of the
countries or nations A and B ; though, in considering
the general features of the subject, we have seen that
both these factors of production are, in a greater or
less degree, impeded by the existence of customary
conditions, as well as by the ignorance of producers,
which is a necessary result of the great and increasing
complexity of industrial organisation.

It now becomes necessary to consider the effect
which the admission of this new element produces on
the rates of international exchange. It is evident
that hindrances to free competition may take one of
two forms; for the whole body which produces x in
either of the countries A and B may be rigidly marked
off from that which produces y, or, again, each of those
commodities may be produced by a number of groups
which are not in effective competition with one
another. In the former case, the element of cost of.
production is absent as a regulator; and, in truth,
the producers of x and those of y are two completely \
distinct trading bodies, or in the economicruse of the